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PART I

Item 1. Business
G-I Holdings Inc.

G-I Holdings Inc. (the “Registrant™), incorporated under the laws of Delaware in 1988, is a wholly-
owned subsidiary of GAF Corporation. The Registrant holds ali of the issued and outstanding stock of
G Industdes Corp. ("G Industries™) which, in tum, owns, directly or indirectly, all the issued and outstanding
stock of GAF Building Matenals Corporation (“GAF Building Materials™) and 80.6% of the issued and
outstanding stock of Intemnational Specialty Products Inc, (“ISP™). The remaining 19.4% of ISP's common
stock is publicly held, and traded on the New York Stock Exchange. The Registrant has its principal offices at
818 Washington Street, Wilmington, Delaware 19801, telephone (302) 429-8525.

GAF Corponstion

GAF Corporation (the “Company”}, through its subsidiaries including the Registrant, is engaged
principally in the manufacture and sale of specialty chemicals and building materials. The Company was
incorporated under the laws of Delaware in 1987 and has its principal executive offices at 1361 Alps Road,
Wayne, New Jersey 07470, telephone (201) 628-4000. The Company acquired its business on March 26,
1989 by the merger of GAF Corporation, incorporaied under the laws of Delaware in 1929 (the “Predecessor
Company”} with and into a subsidiary of the Company. The Predecessor Company was liquidated on April
10, 1989 and its assets and liabilitics were distributed to certain of the Company’s other subsidianes. For
further information see Nate 1 of the Notes to the Registrant’s Consolidated Financial Statements. Except as
the context otherwise requires, the “Company™ refers to GAF Corpoeration and its subsidianies including the
Registrant, and the Predecessor Company and its subsidiaries.

The Company’s principal domestic operations are conducted through the following subsidianes: (i} ISP,
which through its wholly-owned subsidiaries operates four specialty derivative chemicals plants, three mineral
granules plants, four filters planis and one advanced maternials plant; (ii} GAF Building Materials, which
operates ten roofing plants, one glass fiber plant and one glass mat plant; and (it) GAF Broadcasting
Company. Inc. (“GAF Broadcasting™), which owns and operates a classical music FM radio station, WNCN,
in the New York City market. The Company’s international operations (consisting principally of international
sales of domestically produced specialty denvative chemicals} are conducted through ISP's subsidiaries,
branches and independent distributors. In addition, a specialty derivative chemicals plant is operated by
GAF-Hiils Chemic GmbH (“GAF Hiils™), a joint venture between ISP and Hiils Aktiengeselischaft, in
Marl, Germany.

Financial infermation concerning the Company’s industry segments and international and domestic
operations required by Item 1 is included in Notes 13, 14 and L5 of the Notes to the Registrant’s Consolidated
Financial Statemeats and Notes 7, 8 and 9 of the Notes to the Predecessor Company's Consolidated Financial
Statements.

International Specialty Products inc.

ISP is a leading multinational manufacturer of specialty chemical products, including specialty derivative
chemicals, mineral products, filter products and advanced materials. ISP, incorporated in Delaware in 1991,
operates its business exclusively through 15 domestic subsidiaries, 20 intcrnational subsidiaries and GAF-
Hiils.

Ta July 1991, ISP completed an initat public offering of 19,388,646 shares, or 19.4%, of its common stock
at a price of $15.50 per share. The net proceeds of $281.3 million were used to reduce the G Industries
outstanding bank term loan. See Notes 3 and 10 of the Notes to the Registrant’s Consolidated Financial
Statements.

Specialty Derivative Chemicals

Products and Markets. ISP manufactures more than 200 specialty derivative chemicals baving
numercus applications in consumer and industrial products. Most of ISP’s specialty denvative chemicals are

1

73

G-I_EPA0021590




derived from acetylene. Specialty denivative chemicals consist of five main groups of products: vinyl ethers,
polymers, solvents, intermediates and specialty preservatives.

Vinyl ether polymers are used in cosmetics and personal care products and pharmaceutical and health-
related products, primarily in bair care products, dental care products and detergent formulations. Vinyl etber
monomers and oligomers are used in coatings and inks for both consumer and industrial products.

Poiyviny! pyrrolidone polymers are used primarily in cosmetics and personal care products, pharmaceuti-
cal and health-related products and food and beverages, such as drug and vitamin tablet disintegrants;
clarifiers and chill-hazing agents for beer, wine and fruit juices; microbiocidal products for human and
veterinary applications; hair care products such as mousses, conditioners, gels and glazes; ingredients in water-
resistant mascara, sunscreen and lipstick; film-formers in polishes for consumer and industrial applications;
and a dispersant in agricultural chemical formulations.

Soivents are soid to customers for use in agricultural chemicals, pharmaceuticals, lithography, wire
enamel production, adhesives, plastics, electronic microchips and integrated circuits, lubricating oil extraction
and gas purification applications. ISP's family of solvents includes N-methyl pyrmrolidone, butyrolactone and
tetrahydrofuran, certain of which are used by ISP as raw materials in the manufacture of polymers.

Intermediates are manufactured primarily for use by ISP as raw materials in manufacturing solvents,
polymers and vinyl ethers. Some intermediates are also sold to customers for use in the manufacture of
engincering plastics and clastomers, agricultural chemicals, oil production auxilianes and other products.

Specialty preservatives are proprictary products that are marketed woridwide to the cosmetics and
personal care industries. ISP selis a number of preservative products, including Germall 115, Germall IT and
Germaben I, Uses include baby preparations, eye makeup, facial makeup, after-shave and nail, bath, hair and
skin preparations.

Marketing and Sales. 1SP markets its specialty derivative chemicals through a worldwide marketing
and sales force, consisting of approximately 250 employees. ISP conducts its marketing and domestic sales
from offices strategically located throughout the United States, ISP markets all of its specialty derivative
chemicals worldwide. ISP sells its products in 72 countries through 20 subsidiarics and 29 sales offices iocated
in Western and Easterm Europe, Canada, Latin America and the Asia-Pacific region. Services of local
distributors are also used to reach markets that might otherwise be unavailable to ISP.

Raw Materials. The principal raw materials used in the manufacture of specialty derivative chemicals
are acetylene, formaldehyde, methanol and methylamines. Most of these raw materials are cbtained from
outside sources pursuant to long-term supply agreements. Acetylene, a significant raw material used in the
production of most specialty derivative chemicals, is obtained by ISP for domestic use from two unaffiliated
suppliers pursuant o long-term supply contracts. At ISP's Texas City and Scadrift, Texas plants, acetylene is
supplied by a large multinational company that generates this raw material as a by-product from ethyiene
manufacture. At ISP's Calvert City, Kentucky facility, acetylene is supplied by a company that generaies it
from calcium carbide. The acetylene utilized by GAF-Hiils is produced by Hiils, using a proprictary electric
arc process, sourced from various hydrocarbon feedstocks. ISP believes that this diversity of supply sources,
using a number of production technologies {(¢thylene by-product, calcium carbide and the electric arc), tends
to create a reliable supply of acetyiene, In the event of a substantial interruption in the supply of acetylene
from current sources, no assurances can be made that ISP would be able 10 obtain as much acetylene from
other sources as would be necessary to meet its supply requirements. ISP has not experienced an interruption
of its acetylene supply that has had a maierial adverse effect on its sales of specialty derivative chemicals,

With regand o raw materials other than acetylene, ISP believes that in the event of a supply interruption
it could obtain adequate supplics from aiternate sources. Raw materials derived from petroleum or natural gas
are used in many of ISP’s manufacturing processes and, consequentiy, the price and availability of petroleum
and natural gas could be material to ISP's operations. During the latter part of 1990, crude oil prices increased
due to the crisis in the Middle East. Despite such increases, ISP continued to obtain an adequate supply of
petroleum-based raw materials as a result of spot market purchases from a number of suppliers. During 1991,
the Company obtained and expects to continue to obtain adequate supplies of these products at reasonable
costs, although there can be no assurance that it will continue to do so.
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Mineral Products

Products and Markers. ISP manufactures mineral products consisting of ceramic colored roofing
granuies, which are produced from rock deposits that are mined and ground at ISP's quarries and colored
using a ceramic chemical coating process. ISP’s mineral roofing granules are sold pnmarily to the North
American roofing indusiry for use in the manufacture of asphalt roofing shingles, for which they provide
weather resistance, decorative coloring, beat deflection and increased weight ISP is one of oaly two major
suppliers of colored roofing granules in North America, the other being Minnesota Mining & Manufacturing
Company. ISP also markets granule by-products for use as mineral filler for asphalt roofing products and the
construction of clay tennis courts.

ISP estimates that more than 80% of the asphalt shingles currently produced by the roofing industry are
sold for the reroofing/replacement market, in which demand is driven not by the pace of new home
constriction but by the needs of homeowners to replace existing roofs. ISP estimates that the batance of the
roofing industry’s asphalt shingle production historically has been sold primarily for use in new housing
construction. Sales of ISP's colored mineral granules have benefited from a orend toward the increased use of
heavyweight, three-dimensional laminated roofing shingles, which require, on average, approximately 40%
more granules than traditicnal three-tab, lightweight roofing shingles.

Marketing and Sales. 1SP's mineral products are sold to asphalt roofing manufacturers throughout the
United States. GAF Building Materials purchases 100% of its colored rocfing granule requirements from ISP
{except for the requirements of its California roofing plant} under a contract that expires December 31, 1993.
These purchases constitute approximately 37% of the Company’s mineral products net sales.

Raw Marerials. ISP owns rock deposits that have specific perforrmance characteristics, including
weatherability, the ability to reflect UV light, abrasion-resistance, non-staining characternistics and the ability
to absorb pigments. ISP owns three quarries, each with proven reserves, based on current production levels, of
more than 20 years. ISP has in recent years purchased land adjacent 10 its quarries for potential additional
reserves.

Filter Products and Advanced Materials

ISP manufactures filier products, coasisting of pressure filter vessels, filter bags, filter systems, cartridges
and cartridge bousings. These filter products are designed for the treatment of process liquids in the paint,
autemotive, chemical, pharrnaceutical, petroleum and food and beverage industrics,

While the primary market for ISP’s filter products has traditionally been in Europe, three years ago ISP
began to expand its market penetration in the Asia-Pacific region. ISP in 1990 catered the United States
market, establishing domestic distribution facilities in Michigan,

ISP manufactures a variety of advanced materials, consisting of high-purity carbonyl iron products, sold
under ISP’s trademark Micropowder™, used in a varicty of advanced technology applications for the acrospace
and defense, clectronics, powder metallurgy, pharmaceutical and food industries. It also produces a grade of
iron product, sold under the trademark Ferronyl®, for use as a vitamin supplement.

The primary market for ISP's advanced matenals is the domestic defense industry, which employs these
products in a variety of coating systems for stealth purposes in aircraft and naval ships.

Competition

ISP believes that, except for butanediol and tetrahydrofuran, it is either the first or second largest seller
worldwide of most of its specialty derivative chemicals. ISP’s major competitor is BASF Aktiengescilschaft
("BASF™). Butanediol, which ISP produces primarily for use as a raw material, is aiso manufactured by a
limited number of companies in the United States, Germany and Japan. Tetrabydrofuran is manufactured by
a number of companies throughout the world. While there are companies, other than ISP and BASF, that
manufacture a limited number of the Company’s other specialty derivative chemicals, the market position of
these companies is much smaller than that of the Company. In addition to the ISP's competition as noted
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above, there arc other companies that produce substitutable products for a number of ISP's specialty
denivative chemicals.

With regard to its mineral products, ISP has only one major and onc smaller competitor. With respect to
filter products, ISP competes with a number of compames worldwide. With respect to advanced matenials,
ISP is the sole domestic manufacturer of carboayl iron powders and one of only two manufacturers worldwide,

Research and Development

ISP’s rescarch and development department, consisting of approximately 200 persons dedicated princi-
pally to specialty derivative chemicals, is located primarily at the ISP's worldwide technical ceater and
laboratories in Wayne, New Jersey. Additional research and development is conducted at ISP's Calvert City,
Kentucky and Texas City, Texas plant sites, Chatham, New Jersey facility and laboratories in the United
Kingdom and Singapore.

ISP's mineral products research and development facility, together with its recently opened customer
design and color center, is located at Hagerstown, Maryland.

Research and development expenses for both ISP and GAF Building Materials are presented in Note 2 to
the Notes to the Consolidated Financial Statements of the Registrant and Note 1 of the Notes to the
Predecessor Company’s Consolidated Financial Statements.

Patents and Trademarks

ISP owns approximately 413 domestic and 216 foreign patents and owns or is the exclusive licensee of
approximately 60 domestic and 850 foreign trademark registrations related 10 the business of ISP. ISP does
not belicve that any of its patents, patent applications or trademarks is material 1o its business or operations.

GAF Building Materials Corporation

GAF Building Materials manufactures and sclis roofing matenals 10 the residential and commerciat
roofing industries.

Residensial Roofing. GAF Building Materials is a leading manufacturer of a complets line of residential
roofing products. :

GAF Building Materials’ principal products are its Sentinel, Royal Sovereign, Marquis, GAF Wood Liae,
Timberline, Timberline Ultra and Slatcline shingles. All of GAF Building Materials’ shingles have a Class A
fire rating Shingles are made from glass fiber mat, coated with waterprocfing asphalt on both sides and
surfaced with ceramic coated mineral granules. Sentinei shingles are GAF Building Materials’ standard strip
shingle and residential volume leader. Royal Sovereign shingles are designed to capitalize on the emerging
“middle market™ for quality roofing shingies at a slightly higher price than standard Sentinel shingles. Marquis
shingles serve as GAF Building Materials” premier 3-tab shingie. The GAF Wood Line shingle, a mid-weight
larninated asphalt product, is gaining wide acceptance by builders and contractors as an economical trade-up
for buyers of strip shingles. Timberline premium roofing shingles are a heavyweight laminated product which
offers the appearance of a wood shake shingle but with superior fire resistance and durability, Timberline
Ultra shingles are super heavyweight shingles. GAF Building Maienals’ Slatehine shingles are asphalt shingles
which offer the appearance of slate and labor savings because of their large size.

Other products include Timbertex Hip & Ridge shingles, Shingle-Mate underlayment and Weather
Waich ice and water bamier, a waterproof underiayment, which enable GAF Building Materials to offer a
compiete system of residential roofing components,

Commercial Roofing. GAF Building Materials markets a full fine of built-up roofing and modified
bitumen products and accessories for use in the application of commercial roafing. Most of these commercial
products are assembled on the roof by applying successive layers of roofing membrane with asphal: and
topped, in some applications, with gravel. Thermal insulation may be applied beneath the membrane.
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GAF Building Matcrials manufactures a glass membrane under the trademark GAFGLAS, which is
made from asphalt impregnated glass fiber mat for use as a component in built-up roofing systems. GAF
Building Materials also manufactures base sheets, flashings and packaged asphalt for use in these systems. In
addition, GAF Building Materials sells isocyanurate foam and perlite insulations and accessories such as vent
stacks, roof insulation fasteners, cements and coatings.

Modified bitumen products are sold under the Ruberoid trademark and have proven very successful,
especially in re-roofing applications. These products consist of a roofing membrane utilizing polymer-modified
asphalt, which strengthens and increases flexibility, which is reinforced with a polyester nonwoven mat.
Modified bitumen systems provide high strength characteristics, such as weatherability, water resistance, and
labar cost savings due o casc of application.

Raw Materials. The major raw materials required for the manufacture of GAF Building Materials'
roofing products are asphalt, glass fiber, glass fiber mat, mineral stabilizer (generally crushed or pulverized
limestone) and granules. Asphalt and mineral stabilizer are available from a large aumber of suppliers. GAF
Building Materials currently has contracts with several of these suppliers, with others available as substitutes,
Prices of most raw materials have been reasonably stable, rising moderately with general industrial prices. The
price of asphalt tends to move in step with the price of crude oil which decreased over 1991. Five of GAF
Building Materials’ roofing plants have casy access to deep water ports allowing delivery of asphalt by ship, the
most economical means of transport. GAF Building Matcrials has a plant which makes glass fiber mat for
internal consumption and one plant which manufactures chopped glass fiber for mat substraie, permitting
complete integration of the roofing manufacturing process. GAF Building Materials has obtained, and expects
10 continue 1o obtain, supplics of raw matenials at reasonable costs, although there can be no assurance that it
will do so. See “Intemational Specialty Products Enc. — Mineral Products.”

Patents and Trademarks. GAF Building Materials owns approximately 50 domestic and 56 foreign
patents and is a licensee with respect to approximately 38 domestic and 6 foreign trademark registrations. The
Company believes the patent protection covering certain of its products to be material to those products, but
patents are not of material significance to the business of GAF Building Materials, or to the industry generally,
The duration of the existing patents and patent licenses is deemed satisfactory.

Seasonal Variations and Working Capital. Sales of roofing products in the northem regions of the
United States generally decline during the winter months due to adverse weather conditions. To maintain a
moare constant level of manufacturing and sales, GAF Building Matenals may follow the practice of “winter
dating”™ in such regions, pursuant to which advantageous extended credit terms are offered 1o creditworthy
customers who order and aceept delivery of roofing products during the winter months.

Generally, GAF Building Materials' inventory practice includes increasing inventory levels throughout
the first quarter in order to meet peak season demand (April through October).

Marketing and Sales. GAF Building Matenials markets its roofing products through its own sales force
with district sales offices located across the United States. A major portion of its sales are to wholesale
distributors who resell to roofing contractors and retailers who sell to the consumer market.

Competition. The roofing products industry is highly competitive and includes at least four major
competitors, including GAF Building Matenials, and numerous smaller regional competitors, Because the
roofing products industry is composed of several regional markets, it is difficult to determine with precision
GAF Building Materials’ relative competitive position. Competition is based largely upon products and
service quality, disrribution capability, price and credit terms. GAF Building Materials is well positioned in
the marketplace as a result of strong sales and distribution capabilities, favorable raw material costs and broad
product lines,

Research and Development. GAF Building Maierials is engaged in new products development and
process improvements which have ied to cost savings and increased manufacturing efficiencies. In the first
quarter of 1992, GAF Building Materials introduced the Ruberoid 20/30 fiberglass reinforced modified
biturmen product line. In 1991, GAF Building Matenals introduced the Marquis shingle, a premier 3-tab
shingle which features GAFLEX coating, which allows all-season handling, and GAFGRIP*® scif-sealant
which allows the shingies to adhere at temperatures 15 degrees lower than conventional adhesives.
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For scveral years, prices in the roofing industry have declined. To meet this tread, GAF Building
Materials maintains aggressive programs to reduce raw material and other costs, increase automation of
production facilities, introduce new products, emphasize sales of profitable high value-added products and
maintain sales at a relatively high level in relation to plant capacities.

GAF Broadcasting Company, Inc

GAF Broadcasting owns and operates WNCN, 104.3-FM, a commercial radio station broadcasting
classical music and cuitural programs in the New York City metropolitan area. WINCN is on the air 24 hour
hours a day, 7 days a week,

Environmental Compliance

The discussion as to asbestos-related and environmental lawsuits involving the Company, and appearing
in response to “Item 3. Legal Proceedings,” is incorporated herein by reference.

Since 1970, a wide varicty of federal, state and local environmental laws and regulations have been
adopted and continue to be adopted and amended. By reason of the nature of the Company’s past and present
operations and certain of the substances which are, or have been used, produced or discharged by the
Company's plants or other locations, the Company is affected by these laws and regulations.

The Clean Air Act, Clean Water Act, Safe Drinking Water Act, and similar or local counterparts of
those federal laws regulate air and waler emissions or discharges into the environment The Resource
Conservation and Recavery Act, the Comprehensive Environmental Response, Compensation and Liability
Act ("CERCLA™ or “Superfund”) and the Superfund Amendments and Reauthorization Act of 1986,
amoag others, address the storage, reatment, transportation and disposal of solid waste, and releases, and
preparedness in the event of relcases, of hazardous substances to the ¢nvironment. The Company’s current
operations necessilate compliance with the Toxic Substances Control Act and related laws designed to assess
the risk to health or the environment at early development stages for new products. Workplace safety and
health standards are regulated by the Occupational Safety and Health Act. Laws already adopted or proposed
in various states require that industrial property be environmentally sound before it can be transferred or sold.

The Company belicves that compliance with eavironmental control requirements as presently interpreted
and enforced will not materially affect its capital expenditures, business or financial position in the industries
in which it is engaged. Sec Note 17 of the Notes to the Registrant’s Consolidated Financial Statements.

Employees
The Registrant has no employees other than its officers.

At December 31, 1991, the Company employed approximately 4,075 people warldwide. At such date,
approximately 1,473 employees in the United States and Canada were subject to 20 union contracts, which are
effective in most cases for two- or three-year periods. Of these contracts, 5 expired and were renegotiated in
1991. The Company is currently negotiating a contract with a new bargaining unit that was receatly certified.
The Company believes that its relations with its employees and their unions is satisfactory.

The Company has in effect various benefit plans which include a capital accumulation plan for its salaried
employees and certain of its hourly employees, a flexible benefit plan for its salaried employees, 2 non-
contributory defined benefit retirement plan for its hourly employees, group insurance agreements providing
life, accidental death, disability, hospital, surgical, medical and dental coverage and a non-qualified retirement
plan for a group of executives. In addition, the Company has coatracted with various health maintenance
organizations to provide medical benefits. The Company and, in many cases, the employees contribute to the
cost of thesc plans.

Recent Events

In March 1992, ISP Chemicals and [SP Technologies (the “Issuers™), subsidiaries of ISP, issued $200
million of 9% Senior Notes (the “Notes™), due 1999. The Notes are guaranteed by ISP and certain of its
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Subsidiaries (the “Subsidiary Guarantors™). The net proceeds from the issuance of the Notes were paid as
dividends by the Issuers to ISP and used by ISP 1o repay a portion of an intercompany term oote to G
Industries, and by G Industries to repay a portion of its bank term ioan under a Credit Agreement dated
September 17, 1990 among G Industnies, the lenders party thereto, The Bank of New York, The Bank of
Nova Scotia, Banque Paribas and The Chase Manhattan Bank (National Association}, as Co-Agents and co-
arrangers, and The Chase Manhattan Bank (National Association), as administrative agent (the “Credit
Agreement™). In addition, the Registrant’s guaraniee of the G Industries loans has been terminated.

The Notes are geaeral, unsecured obligations of the Issuers. Upon issuance of the Notes, the Credit
Agrecment was amended, with the Issuers assuming G Industries’ obligations under the Credit Agreement,
inctuding the $105 million term loan and a combined $200 million revolving credit/letter of credit facility
(except for obligations related to letters of credit issued on behalf of subsidiaries of G Industries other than
ISP, and its subsidiaries, which are limited to $40 million}, Io addition, all liens on assets of ISP the Issuers
and the Subsidiary Guarantors securing the indebtedness under the Credit Agreement were reicased, with the
result that the remaining bank indebtedness and the Notes rank pari passu.

Item 2. Properties

The corporate headquarters, principal research and development laboratories, general administrative and
financial operations and principai electronic data processing facility of the Company and of ISP's administra-
tive subsidiary and GAF Building Matenals, are located on approximately 100 acres of land and in 10
buildings at 1361 Alps Road, Wayne, New Jersey 07470. The facilities and land are owned by a wholly-owned
subsidiary of ISP. The premises are subject to a first mortgage.

The Registrant maintains its principal office in leased space at 818 Washington Street, Wilmington,
Delaware 19801.

The WNCN-FM studio and GAF Broadcasting are located in leased offices at 1180 Avenue of the
Americas, New York, New York 10036.

The Company's principal domestic and international real properties are cither owned by, or leased 1o, the
Company or its subsidiaries as described in the list below. Unless otherwise indicated, the properties are
ownied in fee. In addition to the principal facilities listed, the Company maintains sales offices and warehouses
in the United States and in twenty four foreign countries, substantially all of which are in leased premises
under reiatively short-term leases.

Locstion Fucllity Segment

DOMESTIC
Alabama

Huntsville ..................... Plant* ISP

Mobile. . ...................... Plant GAF Building Materials
Califormia

Fonotana....................... Plant, Sales Office GAF Building Matcrials
Florida

Tampa........cocoveeiiin.... Plant, Sales Office GAF Building Materials
Geargia

Savannah ..................... Plant, Sales Office GAF Building Materials
1ndiana

Mount Vemoat ................. Plant, Sales Office GAF Building Materials
Kentocky

Calvert City ...._.............. Plant ISP
Maryland

Baltimore .....,....._......... Plant GAF Building Matcrials

Hagerstown. .................. . Research Center, Design Center, ISP

Sales Office

Massachusetts

Millis. ........................ Plan:, Sales Othice GAF Building Materials
Michigan

Livonmia . .................. .... Warchouse, ISP

Distribution Center®
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Location Facility Segment
Minnesota
Minneapolis .. ................. Plant, Sales Office, GAF Building Materials
Warchouse*
Missouri
Anpnapolis ..................... Plant, Quarry ISp
New Jersey
Bound Brook .................. Sales Office® ISP
Chatham ...................... Plant, Sales Officc®, ISP
Rescarch Center
Wayne. ... Headquaners, C
Administrative GAF Building Matcrials
Offices, Research Center ISP
New York
New York .. ... oo Office®, Studios® GAF Broadcasting
Pennsylvania
Blue Ridge Summit............. Plant, Quarry ISP
Ene ... Plant, Sales Office GAF Building Materials
South Carolina
Chester . .......coviiiuee ... Plant GAF Building Materials
Tennessec
Nashville. ..................... Plant, Research Center GAF Building Materials
Texas
Dallas ........................ Plant, Sales Office GAF Building Malerials
Seadnft....................... Plant ISP
Texas City ............ovvnnn.. Plant Ise
Wisconsin
Pembine ...................... Plant, Quarry ISP
INTERNATIONAL
Belgium
Sint-Niklaas . .................. Sales Office, ISP
Distribution Center
Brazil
SaoPauk . .................... Mant*, Sales Office®, ISP
Distnbution Center®
Canada
Mississauga, Ontario . ........... Plant®, Sales Office®, ISP
Distribution Center®
Great Britain
Guildford _.................... Euro ISP
H uarters®, Rescarch Center
Singapore
Southpoint .................... Sales Office®, ISP
Distribution Center®, Asia Pacific
Headquarters®, Warchousc*®
Afhliate:
GAF-Hiils Chemie GmbH
Marl, Germany .............. Plant, Sales Office ISP
* Leased Property

The Company believes that its plants and facilities, which are of varying ages and are of different
construction types, have been satisfactorily maintained, are in good condition and are suitable for the
Company’s operations and generally provide sufficient capacity to meet the Company's production require-
ments. Each plant has adequate transportation facilities for both raw materials and finished products. In
1991, the Company invested $43.7 million in new plant, property and equipment. Of this total, the following
expenditures were or are allocable to ISP and GAF Building Materials (dollars in millions):

1991
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Item 3. Legal Proceedings

As of December 31, 1991, the Company was named as a co-defendant, together with pumerous other
companics, in approximately 69,000 pending lawsuits involving alleged health claims relating to the inhalation
of ashestos fiber. The Company has resolved approximately 73,000 other lawsuits involving similar claims
through December 31, 1991, The cost to the Company of resolving such insurers in connection with
sctilement agreements between, inter alia, the Company and such lawsuits has been covered in all material
respects by insurance or by funds received from certain insurers in connection with settlement agrecments
between, inter alia, the Company and such insurers. It is anticipated that additional suits will be filed by
persons aliegedly expesed to asbestos at sites where it is claimed asbestos containing materials manufactured
by the Company and others may have been used. It is impossible to predict the number of such additional
lawsuits. In 1971, the Company discontinued the sale of its principal asbestos insulation products and, in
1975, withdrew from the sale of all asbestos products except products in which the asbestos fiber was fully
bonded or encapsulated, which products the Company discoatinued in 1981.

In May 1979, the Company commenced an action in the Los Angeles, California Superior Court against
fifteen of 11S Insurance carmers to cbtain a judicial determinacGon that such carriers are obligated to defend and
indemnify the Company, under policies issued from 1947 10 1979, in all present and future asbestos bodily
injury cases. In addition, the Company sought compensatory and punitive damages for breach of insurance
contracts, violations of the California Insurance Code, bad faith and certain other claims. The action was later
consolidated in the San Francisco Superior Court with actions by other asbestos producers against their
insurers. Trial commenced in March 1985, and in preliminary decisions in vanous phases of this case the
Court held, inrer alia, that the insureds are entitled to coverage for asbestos bodily injury claims under ali
insurance policies in effect from the date of the claimant’s tnitiai exposure through the earlier of diagnosis of
disease or death; that the Company may utilize certain msurance policies issued to the Company before the
1967 merger with The Ruberoid Co. 1o pay for asbestos bodily inpury claims; that the Company may allocate
responsibility among the Corapany’s insurers for 1bese claims on bases favorable to the Company; and that
periods when the Company was uninsured self-insured, or had insurance with deductibles or retenticas are not
considered “‘other insurance™ which would be available 10 the Company’s insurers when they allocate monies
paid for such claims amongst themsclives. The Coun aiso approved, as reasonable, scttlement agreements
between, inter alia, the Company and certain of its insurers. The remainder of the trial continued with respect
to parties and issues not invelving the Company. Final judgment on all phases of the tnal was entered by the
Court on February 8, 1990. The judgment has heen appealed by various partics. The appeal is expected 1o be
beard in the second quarter of 1992,

In January 1987, the Company cntered into settlement agreements with five of its defendant-carriers in
the California Litigation described above (whose coverage constituted the major portion of the insurance
coverage at issue under such litigation). These five settlements resolved all of the Company's outstanding
claims against these insurcrs with respect 1o their asbestos bodily injury coverage and provides the Company
with substantial insurance with respect to pending and prospective asbestos bodily injury claims and related
expenses. These carriers were dismissed from that litigation. The Company’s suit against the remaining ten
insurers in that litigation continued. In April 1990, subsequent to the entry of the aforesaid final judgment,
however, four of those remaining insurers entered into a settlement agreement with the Company confirming
the availability of their coverage for asbestos bodily injury claims.

In connection with the January 1987 scttlements descnibed above, the Company joined the Wellington
Asbestos Claims Facility (the “Facility”), an organization of insurance companies and asbestos producers
formed in 1985 to coordinate the administration of asbestos bodily injury claims. From and after January
1987, the Facility assumed defense and settlement of the Company's pending, threatened and future ashestos
badily injury claims. The Company's share of the costs of setttements, judgments and legal expenses with
respect to all claims handled by the Facility, were borme by the Facility, which was reimbursed by the
Company’s insurers on the basis of the amounts provided under the Facility's agrecment with the Company,
and to tbe extent of the coverage afforded the Company under its policies of insurance and the aforesaid
scttlement agreements. At the same time, the Company entered into a scparate agreement with another
insurer, with which the Company had previously settled its insurance coverage claims, so as to conform the
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Company's arrangement with such insurer regarding such settlements and with the Company’s entry into the
Facility.

In October 1988, the Facility was formally dissolved. Effective as of that same date, the Company joined
a newly-formed claims-handling organization, called the Center for Claims Resolution (the “Center™},
currently composed of approximately 20 producers, which functions generally in the same fashion as did the
Facility with respect to the handling of ail pending, threatened and future asbestos bodily injury claims on
bebalf of the Company and the other members of the Center. As of December 31, 1991, there were
approximately 78,900 pending claims bewng handled by the Center, a portion of which claims have previousiy
been disposed of separately by the Company and for which the Company will not bear a share of responsibility
as a member of the Center. The Center has no insurer members, but a group of insurers, composed generally
of the same insurers who were members of the Facility, have agreed 10 abide by the allocation percentages for
liability and defense expenses established among the Center’s members, and to pay their (the insurers’)
respective shares of such allocated liability and defense expenses, based on the insurance coverage provisions
cstablished pursuant to the June 1985 Agreement under which the Facility had been established. These
insurers have also agreed 1o share with the Ceoter’s members a portion of the operating expenses of the
Center. Additiopally, under the agreement establishing the Center, any member can withdraw from the
Center upon 60 days’ prior notice. In connection with joining the Center, the Company ¢ntered into a
separate agreement with a group of eight insurers providing the Company, in lieu of the Insurance Defense
Program (available to the Company as a member of the Facility) which was discontinued when the Facility
was dissolved, with additicnal coverage which will be available to the Company to pay asbestos bodily injury
claims and related expenses when all other insurance coverage and other funding sources avaiiable to the
Company for the payment of asbestos related claims have been exhausted {the “Additional Coverage™). The
Additional Coverage will be available to the Company regardless of whether the Company remains a member
of the Center. The Company's existing insurance coverage under its insurance policies and settiement
agreements will also remain in effect notwithstanding the dissolution of the Facility or whether the Company
remains a member of the Center or joins and/or remains a member of any other claims-handling organization.

In October 1986, the Company commenced a declaratory judgment action in Los Angeles, California
Superior Court with respect to the obligations for asbestos bodily injury coverage of certain underwriters at
1loyd’s and British insurance companies under Liability policies issued o the Company for the years 1979 to
1983. In February 1989, the Company and these defendant insurers entered into a settlement agreement
whercby, subject only to modification of applicable deductibles of the policies involved, the availability and
accessibility of this post-1979 coverage for asbestos bodily injury claims has been confirmed.

In the opinion of management, with respect 1w the aforesaid health claim lawsuits, the ultimate
disposition of such lawsuits will not have a material adverse efflect on the Company’s financial position,

As of December 31, 1991, the Company, together with numerous other companies, was named as a
codefendant in approximately 37 peading actions, commenced by school districts, municipalities and similar
governmental entities and building owners which allege economic and property damage or other injuries in
schools or public and private buildings caused, in whole or in part, by what is claimed to be the present or
future need to remove ashestos material from those premises. The Company did not sell asbestos spray or
acoustical ceiling products, which are the primary products presently being removed from buildings. The
Company, as of December 31, 1991, has been dismissed from approximately 100 similar actions without any
payments and has resolved nine others for immaterial amounts, all of which amouats have been covered by
insurance. The Company has gone 1o tnal in two cases, both in Colorado. In the Grst case in March 1992, the
United States Court of Appeals for the Tenth Circuit reversed a jury award of approximately $14,000 against
the Company and ordered the District Court to enter a directed verdict in favor of the Company. In the
second trial, the jury found in favor of the Company.

The plaintiffs in asbestos-in-buildings cases seck to recover the cost of inspections, removal and/or the
replacement of asbestos materials plus health screening examinations, counsel fees and expenses incurred in
connection with litigation and compensatory and punitive damages. Most of these actions are stil] in early pre-
trial stages. One of these lawsuits, in the United States District Court for the Eastern District of Pennsyivania,
has been certified as a class action for cerntain issues, including punitive damages. Trial of a portion of this
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case, which had been scheduled for February 3, 1992, has been stayed pending a decision by the United States
Court of Appeals for the Third Circuit on petitions filed by various defendants seeking 10 have the District
Court judge recuse himself from the case.

In October 1983, the Company filed a lawsait in Los Angeles, California Superior Court against its past
insurance carriers to obtain a judicial determination that such carmers were obligated to defend and indemnify
the Company in the asbestos-in-buildings cases referred 10 above. The Cormpany 1s secking declaratory relief
as well as compensatory damages. This action is preseatly in the pre-trial pleading stage. The parties have
agreed 1o hold this action in abeyance unti such nme as they are better able to cvaluate developments as they
may occur in the underlying ashestos-in-building cases. Oune of the Company's insurance carriers is currently
paying, under reservadaons of rights, all costs of defense of the asbestos-in-building litigation. Because such
litigation 15 in carly stages and evidence and interpretations of important legal questions are presently
unavailable, it is not possible 10 predict the future of such litgation.

In the opinion of management, with respect to the aforesaid asbestos-in-buildings lawsuits, the ultimate
dispasition of such lawsuits will not have a material adverse effect on the Company's financial position.

The Company has certain liabilitics under New Jersey statutes and regulations relating to the closing of
its plant in Linden, New Jersey (the “*Linden Site™). In June 1989 and June 1990, the Company entered into
two Administrative Conseat Orders (the “ACQs") with the New Jersey Department of Environmental
Protection and Energy (“NJDEPE™} under the New Jersey Spill Compensation and Coatrol Act, among
other New Jersey laws, which establish deadlines for the Company to (i) comply with surface water discharge
standards and (i1} develop a remediation plan for the Linden Site. Purseant to the latter ACQ, the Company
posted letters of credit aggregating $7.5 million to cover the anticipated costs of remediation; however, there
can be Do assurance as to the actual costs that will be incurred in connection with such remediation.

The Company is a party to a varety of proceedings and lawsuits involving environmental matters,
including being named as defendant, respondent or a potentially responsible party, together with other
cormpanics, under CERCLA and similar state laws, in which recovery is sought for the cost of cleanup of
contaminated waste disposal sites. These proceedings and lawsuits are, for the most part, in the early stages
and, due 1o the practices of waste disposal haulers and disposal facilities prior to adoption and implementation
of the environmental laws and regulations, evidence is difficult 1o obtain or evaluate.

The Company is seeking dismissal of a number of the lawsuits and proceedings on the ground that there
appears to be no substantial evidence of the Company's responsibility for any hazardous waste present at
certain of the sites in question. At each site, the Company anticipates, although there can be no assurance,
that liability, if any, will eventually be apportioned among the companies found to be responsible for the
presence of hazardous waste at the site. Based on facts presently available, it ts not possible to predict the
eventual cost to the Company in thesc cavironmental martters. In the opinion of management, these
environmental matters should be resolved gradually over a peniod of years for amounts that in the aggregate
will not be material to the business or financial position of the Company.

The Company has an agreement with its comprehensive general liability insurers to cover, under a
reservation of rights, the majority of the Company’s liability and expenses in connection with these
administrative proceedings and lawsuits. Pursuant to the agreement, the insurers pay costs of the Company in
defending these administrauve proceedings and lawsuits and reimburse the Company for more than a majority
of its liabilities. Each insurer who is a party to this agreement is rated at ieast “A" by a leading independent
insurance rating service, as a result of which the Company believes that the insurers have the ability to make
payments purseant to the agreement, although no assurances can be given. The Company also believes that
the amount of insurance available under the policies pursuant w which the expenses and Labilities are being
paid will be sufficient to cover the Company’s expenses and that portion of the Company's estimated lability
agreed to be paid by such insurers. In addition, the Company has established a reserve to cover costs in
connection with these administrative proceedings and lawsuits,

The Texas Water Commission (“TWC™) has filed an amended administrative enforcement petition with
respect to the Company’s Texas City, Texas manufacturing facility seeking a revised civil penalty of $601,200
for alleged viclations of TWC financial assurance requirements, a failure 10 complete closure of regulated

11

(2

G-I_EPA0021600




waste units in accordance with closure plan schedules and improper maintenance of two waste container
storage areas. The Company is currently contesting the alleged violations and, although it is not possible to
determine what the ultimate amount of the civil penalty, if any, will be, based on on-going discussions with the
TWC, the Company belicves that it will be lower than the amount sought in the coforcement petition which is
based in part upon the length of time that the violations have been pending.

On March 8, 1990, GAF and a former GAF officer, without admitting or denying the allegations in a
proposed complaint by the Commission, consented 1o the entry of judgments enjoining GAF and its
subsidiaries (whick include the Registrant} and their respective directors and officers from violating
Sections 10(b}, 13(b)(2)(A} and 13(d)(2) of the Securities Exchange Act of 1934 (the “Exchange Act™),
and Rules 10b-5 and 13d-2 thereunder, and from aiding and abetting violations of Section 13(b}(2)} (A} and
13(d)(2) of the Exchange Act and Rule 13d-2 thereunder. GAF also paid a fine of $1.25 million in
connection with the judgments. The proposed complaint arose out of allegations that the defendants
attempted to increase the price of Union Carbide Corporation (“Union Carbide™)} common stock on
October 29 and 30, 1986 in connection with the disposition by GAF of a portion of its Union Carbide Stock
position.

In Scpiember and October 1988, two purported class actions were filed in the United States District
Court for the District of New Jersey against GAF, certain of the Registrant’s affiliates and current and former
directors, including Mr. Heyman and Mr. Eckardt The actions were commenced by two former stockhalders
of GAF on their own behalf and on behalf of other stockholders similarly situated who purchased shares of
GAF between October 2, 1986 and July 6, 1988. The complaints allege certain violations of the Exchange
Act, common-law fraud and negligent misrepresentation, arising from the charges set forth in the aforesaid
judgments. The defendants have denied the allegations of the complaints 2nd management believes that their
ultimate disposition will not have a material adverse cffect oa the Company’s financial position.

In November 1988, the Mass Media Bureau of the Federal Communications Commission (“FCC™)
approved the application filed in March 1988 by the Predecessor Company for authority to transfer control of
its subsidiary, GAF Broadcasting Company, Inc.. as licensee of WNCN-FM, in connection with the then
proposed Acquisition, which was subsequently consummated in March 1989. (See “Item 1. Business of the
Company — Corporate Developments,” for a description of the Acquisition.) In December 1988, Listeners’
Guild, Inc., a New York not-for-profit corporation, composed of individual radio listeners, whose petition to
deny the transfer application had been denied by the FCC in November 1988, filed a petition with the FCC
far reconsideration of the FCC's grant of approval, which petition is still pending. In February 1991, GAF
Broadcasting filed an application with the FCC to renew, for an additional seven years, its license to operate
WNCN. In May 1991, the Guild and two other partics filed petitions with the FCC 10 deny renewal of the
GAF Broadcasting license and two parties filed competing applications secking the WNCN license. The
GAF Broadcasting renewal application, the petitions to deny and the competing applications are currently
peading. In the opinion of managemeat, the ultimate disposition of the FCC matters will not have a material
adverse effect on the Company's financial position.

The Company and certain directors of the Predecessor Company have been defendants in a lawsuit
pending in New York State Supreme Court, New York County, involving claims by the estate of Jesse
Werner, the former Chairman and Chief Executive Officer of the Predecessor Company, that they wrongfully
prevented him from exercising options to purchase 240,000 shares of common stock of the Predecessor
Company and seeking to recover $800,000 in compensatory damages and $5,000,000 in punitive and
exemplary damages (the “Stock Option Action™). The complaint was subsequently amended to increase the
damages sought to $13,897,000 and $20,000,000, respectively, based primarily on the increase in the price of
the Predecessor Company’s commaon stock afier the commencement of the action. The Court, however, ruled,
in response to a motion by the Company, that the estate would be precluded from introducing evidence in
support of the amended compensatory damage claim, and that damages, if any, were required to be measured
by and Iimited to the difference between the market price of the stock at the time exercise of the option was
denied to Werner and the exercise price of the options. [a the alternative, the amended complaint seeks
specific performance of Werner's options. In March 1984, the Company commenced 2 lawsait in New York
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State Supreme Court, New York County, against Wemer and certain directors of the Predecessor Company
secking to recover compensatory damages in connection with Werner's compensation arrangements and costs
incurred in waging the 1983 proxy centest plus $50,000,000 in punitive damages (the “Waste Action™).

Under the Company’s By-Laws and under the Delaware General Corporation Law, the present and
former directors and officers of the Company and the Predecessor Company are entitled to indemnification
against certain liabilities, costs and expenses in any action, suit or proceeding as a result of their service in such
capacity unless it is finally determined that they failed to act in good faith and in 2 manner which they
reasonably belicved to be in, or not opposed to, the best interest of the Company. The Company maintained
company reimbursemeat and directors and officers liability insurance pelicies which were in effect during the
period when the foregoing lawsuits were commenced and which should provide for reimbursement of 2mounts
that might be paid in fulfillment of such indemnification obligations.

In the opinion of management, with respect 1o the Stock Option Action and Waste Action, the ultimate
disposition of these actions will not have a material adverse effect on the Company’s financial position.

Item 4. Submission of Matters to a Vote of Security Holders
No matters were submitted to a vote of the Registrant’s security holders in 1991.
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PART O

Item 5. Market for Registrant’s Common Equity and Reiated Matters.

There is no trading market for the Registrant’s common equity securities. All of the Registrant’s

Common Stock is held by the Company.

Item 6. Selected Historical Consolidated Financial Data
See page F-7.

Item 7. Management’s Discussion and Analysis of Financial Coadition and Results of Operations

See Page F-3.

Item 8. Financial Statements and Supplemeatary Data
See lodex on Page F-1.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.
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PART II

Item 10. Directors and Executive Officers of the Registrant and the Company

The Registrant

The name, age, principal occupaticn or employment at the present time and during the last five years and
the name and principal business of any corporation or other organization in which such occupation is or was
canducted, of the directors of the Registrant and each of the executive officers of the Registrant are set forth
below. Each person listed below is a citizen of the United States.

Presest Principal Occupados or Empioyment

Name asd Positions Held Age sad Five-Year Employment History
Stephen A. Block 47 Mr. Block has been a director, Senior Vice President, General
Director, Senior Vice Counsel and Secretary of the Registrant since October 1990. He
President, General Counsel has held the same positions with the Company since October
and Secretary 1980. Mr. Block was Vice President and Deputy General Counsel

of the Company from April 1989 1o October 1990, prior 1o which
he held the same positicn with the Predecessor Company from
April 1988 to April 1989. From May 1987 to April 1988 he was
Deputy General Counse! of the Predecessor Company. From
1974 10 1987 he served in various management and legal positions
with Cclanese Corporation, a diversified chemicals and fibers
manufacturing company.

Samue! J. Heyman 53 Mr. Heyman has been Chairman and Chief Executive Officer of
Director, Chai and the Registrant since October 1990 and has held the same positions
Chief Executive Officer with ISP since its formation. He was the sole director and

President from August 1988 to October 1990. Mr. Heyman has
been Chairman a.m:Flghicf Executive Officer of the Company since
April 1989 prior to which he held the same position with the
Predecessor Company from December 1983 1o April 1989. Heis
also the Chief Executive Officer, Manager and General Partner of
a number of closely held real estate development companies and
partnerships.

The Company

The name, age, principal occupation or employment at the present time during the last five years and the
name and principal business of any corporation or other organization in which such occupation is or was
conducted, of each director of the Company, other than Messrs. Block and Heyman who are also directors of
the Registrant, are set forth below. Each person listed below is a citizen of the United States. Unless
otherwise stated, all employments have continued for at least five years  All directors other than Mr. Heyman
have served the Company as directors since April 1989. Mr. Heyman bas served as director since September
1987. Mr. Heyman and Roanie F. Heyman are hushand and wife.

Present Principal Occupation or Employmenst
History

Name sad Positioa Held Age and Five-Year Employmenat
Carl R. Eckardt 61 Mr. Eckardt has been a director and Executive Vice President,
Director and Executive Corporate Development of the Company since April 1989, prior to
Vice President, which he held the same position with the Predecessor Company
Corporate Development from January 1987 to April 1989. Mr, Eckardt has heid the same

sition with ISP since its formaton. Mr. Eckardt was a Senior

ice President of the Predecessor Company from 1981 o 1987,
and was President of the Predecessor Company's chemicals sub-
sidiary and division from 1985 to 1987. Mr. Eckardt joined the
Predecessor Company in 1974.
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Presest t
Name aad Position Held Age umomznﬂmm at Emsm-ﬂm

Ronnie F. Heyman 4)  Mrs. Heyman is a director of the Company and is a partner in the

Director gw firm of Heyman & Heyman which specializes in real estate
W,

Frving Kagan 56 Mr. Kagan is a director of the Company and was Senior Vice

Director President, General Counsel and Seccretary of the Company from
April 1989 10 October 1990 prior to which he held the same
position with the Predecessor Company form 1986 to April 1989.
Before such time, he served as Senior Vice President, General
Counsel and in various other management and legal positions from
1968 to October 1986 with The Hertz Corperation, an automaobile
and truck leasing company.

John M. Sergey 49 Mr. Sergey has been a director and Executive Vice President of
Director and Executive the Company and President, GAF Building Materials since April
Vice President and 1989, From 1978 to 1989 he served in vanous management
President, GAF Building positions with Avery International Cerperation, a company en-
Materials Corporation gaged in the manufacture and conversion of pressurc sensitive

adbesive products, including Group Vice President of the Maten-
als Group from 1987 to 1989 and Group Vice President of the
Soabar Group from 1984 10 1987.

For information concerning litigation involving directors of the Company see “Item 3. Legal
Proceedings.”
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Item 11. Executive Compensation
Cash Compensation

The following table sets forth the cash compensation of the Give mast highly compensated executive
officers of the Company and all executive officers as a group for services rendered during fiscal year 1991,

Name of Individual

mher of person cithes in Clai Cﬁmm
oc ne in Group * \E‘hréh Served Salary Boaws(1) Orther(2)

Samuel J. Heyman Chairman of the Board and Chief $ 407,083 $225,000 $ 9019
Executive Officer

Irwin Engelman (3) Executive Vice President and Chief 282,500 141,250 21,725
Financial Officer

Carl R. Eckardt Executive Vice President, Corporate 224,583 165,000 4,859
Development

John M. Sergey Executive Vice President and 218,021 135,000 31,922(4)
President, GAF Building Matenials
Corporation

Stephen A. Block Senior Vice President, 191,666 115,000 3,979

General Counsel and Secretary

All Executive Officers
as a Group (7 individuals) $1,671,071 $ 807,500 $114214

(1) Includes Exccutive Incentive Compensation attributable 1o 1991 but paid in 1992 pursuant w the
Incentive Program described below except that the amount shown for all Executive Officers as a Group.
Payments made pursuant 1o the Inceative Program attributable to 1990 but paid in 1991 arc as follows:
Mr. Heyman—30; Mr. Engelman—$103,125; Mr. Eckardi—$80,000; Mr. Scrgey—$105,000; Mr.
Block—$70,000; and all executive officers as a group (7 individuals}—3$443,125. Mr. Heyman received a
deferred bonus attributabie to 1990 but paid in 1992 in the amount of $163,900.

(2) Iacludes the cost to the Company of special life insurance provided to the Company's officers, the
Company’s cash contributioas 1o the GAF Capital Accumulation Plan and payments pursuant to a
scparation agrecment with an officer whose employment with the Company terminated in November
1991.

{3) Mr. Engelman resigned effective January 31, 1992.
{4) Includes a rclocation payment made to Mr. Sergey.

Compensation Pursuant to Plans

The Company maintains certain compensation plans, programs and arrangements for its executive
officers and key employees of the Company and its subsidiaries. Set forth below is a brief description of each
such plan under which compensation or other benefits were paid during 1991 or are proposed to be paid in the
future.

Executive Incensive Compensarion Program

Each of the Company and ISP has an Executive Incentive Compensation Pragram {collectively, the
“Incentive Programs™). The Incentive Programs cover a total of approximately 300 officers, managers and
other professional employees of the Company and its subsidiaries.

The Company's Incentive Plan covers key employees of GAF Building Materials and GAF Broadcasting,
ISP's Incentive Plan covers key employees of ISP and its subsidiaries. The Board of Directors of each of the
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Company and ISP, in its discretion, makes cash compensation awards to the key ¢mployees from an incentive
compensation fund which is determined annually by each such Board of Directors based upon each company's
and ISP's respective financial performance and other factors. The criteria then used to determine awards from
cach incentive compensation fund include individual performance of the cmployee measured against
management-approved objectives as well as the profit performance of the employee’s business unit or
department as applicable.

ISP 199! Incentive Plan for Key Employees. The ISP 1951 Incentive Plan for Key Employees (the
*1991 Inceative Plan™) authorizes the grant of options to purchase a maximum of 3,000,000 shares of ISP's
Common Stock. Options may be either options intended to be “incentive stock options™ within the meaning of
Section 422 of the Internal Revenue Code (the “Code™), or “non-qualified” stock options for purposes of the
Cade. The exercise price of options granted must be at least equal 10 the Fair Market Value (as defined in the
1991 Incentive Plan} of such shares on the date of grant. With respect to any incentive stock option granted to
an Over-Ten-Percent Sharcholder (as defined in the 1991 Incentive Plan} who owns stock possessing more
than 10% of the voting rights of ISP's outstanding capital stock on the date of grant, the exercise price of the
option must be at least equal to 110% of the Fair Market Value on the date of grant.

The term of cach option is five years and 60 days {five years for certain incentive stock aptions granted to
Over-Ten-Percent Shareholders). Options may not be exercised durning the first year after the date of grant.
Thereafter, except as noted below, each option becomes exercisable as to 20%, 40%, 60%, 80% and 100% of
the shares subject thereto on each of the first through the fifth anniversaries of the date of grant, respectively,
provided that with respect to options granted to an Over-Ten-Percent Sharehoider, the option will become
cxercisable as to 100% of shares subject thercto four years and ten months from the date of grant.

ISP is seeking the approval of its stockholders at its 1992 Annual Meeting to amend the 1991 Incentive
Plan to permit ISP's Compensaticn and Pension Committee, on a case by case basis, 10 allow vested options to
vest for up o nine years from the date of grant and to permit ISP’s Board of Directors, on a case by case basis,
10 vest unvested options in the event of 2 “Change in Control.™ A “Change in Control” of ISP is deemed 10
have occurred if the executive officers of ISP as of June 28, 1991, cither directly or through oac of their
affiliates, ceases to have, directly or indirectly, at least 20% of the voting power of ISP. A subsidiary of the
Company, which owns 80.6% of ISP’s outstanding commoa stock, has committed to vote its ISP common
stock in favor of the amendment, thereby ensuring its adoption.

The selection of cligible employees to receive options and awards uader the 1991 Inceative Plan is made
by ISP’s Compensation and Pension Committee. Awards of options are based on the Compensation and
Pension Committee’s evaluation of an employee’s past or potential contribution o ISP or its subsidiaries and
no other consideration for the granting or extension of options is received by ISP. ISP's Compensation and
Pension Committee determines the number of shares as to which options are to be granted 10 any employee,
the date of the option grant, whether the option is intended to be an incentive stock option or a nonqualified
stock option and other terms governing the options. There is no stated maximum or minimum number of
options or shares which may be issued to any one eligible person or group of persons. However, the aggregate
Fair Market Value of ISP Common Stock (determined at the date of the option grant} for which any
employee may be granted incentive stock options in any calendar year may not exceed $100,000, plus certain
carryover allowances from the previous three years permitted under the Code.

Holders of stock options granted under the 1991 Incentive Plan have certain limited stock appreciation
nghts (“Limited Rights™) which are in addition to the stock appreciation rights already included under the
1991 Iacentive Plan. These Limited Rights apply only in the event of a tender or exchange offer for the
Company's Common Stock by a bidder other than ISP, and entitle the option holder to surrender any then
exercisable option or portion thereof and receive either cash or ISP's Cornmon Siock, as determined by ISP's
Compensation and Pension Committee, equal to the difference between the aggregate Fair Market Value of
the shares subject to opticas o the date of switender (as determined in accordance with the Limited Rights)
and the aggregate option price.

Nowwithstanding any other provision of the 1991 Incentive Plan, ISP's Compensation and Pension
Commiitee may elect to pay any exercising option holder, in licu of issuing shares of ISP's Commoa Stock, an
amount equal to the difference between the aggregate Fair Market Value of the shares subject to option
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sought 1o be exercised and the aggregate option price. Such amount shall be paid in cash or any combination
of cash and ISP Common Stock at the election of ISP’s Compensation and Pension Commiittee.

The 1991 Incentive Plan was adopted in June 1991. No options have been granted to persons named in
the Compensation Table, whose equity in ISP is primarily represented by their ownership of the capital stock
of the Company, which is privately held. Non-qualified stock options on 110,000 shares and 10,000 shares,
cach at an option price of $12 25 per share, have, however, been granted to an executive officer of ISP and one
other executive officer, respectively, who do not own any capital stock of the Company. Upon approval by the
stockholders of ISP of the amendments to the 1991 Incentive Plan described above, an executive officer of
ISP will be entitled to the benefit of both such amendments with respect 1o his opticas. In total, non-qualified
stock options on 836,948 shares at an option price of $12.25 per share and 61,560 shares at an optioa price of
$14.00 per share have been granted to all empioyees other than executive officers. The closing market price of
ISP's Common Stock on March 13, 1992 was $10.75 per share.

Equity Appreciation Plan

Equity Appreciation Plan. As of July 15, 1991, the Company terminated a compensation plan (the
“Equity Appreciation Plan™} which provided for the granting of “Appreciation Units™ 1o certain employees.
Under the terms of the Equity Appreciation Plan, Appreciation Units had no cash value when granted, but
increased or decreased in value based on changes in the “book value™ (as defined in the Equity Appreciation
Plan) of the Company’s common stock

Upon the termination of the Equity Appreciation Plan, grantees reccived payment in respect of their
vested Appreciation Units. On each anniversary date of the grant of a grantee’s Appreciation Units, and
provided that on such anniversary dale¢ the grantee is an active employee, the grantee will be paid in cash an
amount equal to 20% of his or her remaining Appreciation Units until payment has been made for 100% of
that grantee's Appreciation Units.

Mr. Engelman was the only executive officer of the Company to have been granted Appreciation Units.
As of the date of his resignation, he was vested with respect 10 20% of such Appreciation Units,
Notwithstanding the payments made and to be made 10 other graniees as aforesaid, Mr. Engelman was not
entitled to receive any payments in respect of his Appreciation Units until his employment with the Company
terminated, at which time he became entitled to receive a payment of $303,117 in respect of the 20% of such
Appreciation Units which had vested. The Company is required to make such payment on or before
January 31, 1993.

Capital Accumulation Plan. The GAF Capital Accumulation Plan (*GAFCAP") for salaricd empioy-
ees was adopted by the Company 10 encourage employees to accumulate funds for retirement.

GAFCAP is a profit sharing retirement plan which contains a salary reduction arrangement which
complics with Section 40t (k) of the Code. An employee becomes eligible to participate in GAFCAP
commencing on the first day of the month after he or she has compieted six months of service. Pursuant to
GAFCAP, each participant may elect to reduce hs or her compensatica by up to 14% (thereby excluding from
his or her income for federal income tax purpeses the amount of such reduction) and to have the Company
contribute such amount to GAFCAP on his or her behalf (“salary reduction contribution™). A participant
also may clect to make non-deductible (for federal income tax purposes) voluntary contributions to GAFCAP
in an amount not 0 exceed 10% of bis or her compensation. The Company will contribute a2n additional
amount equal to 3% of a participant’s compensation and wili match two-thirds of a participant’s total
contribution up to 4% of a participant’s compensation, except that it will not match contributions that are not
salary reduction contributions unless the participant has madc the maximum salary reduction contribution.
Distributions comrence as soon as practicable after either the termination of employment or retirement, and
a participant may clect (o receive payment cither (2) in monthly installments over a period equal to the
participant’s life expectancy or that of his or her spouse, if longer, or {b) in a lump sum. Executive officers
who participate in the Non-Qualified Retiremeat Plan are not entitled to have employer contributions made to
their GAFCAP accounts, if any. Mr. Engeiman and Mr. Sergey were the only executive officers for whom
employer contributions were made to GAFCAP in 1991,
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Non-Qualified Retirement Plan

The Company has a non-qualified retirement plan for the benefit of certain key empioyees (the
“Retirement Plan™}. The benefit payable under the Retirement Plan, which vests in accordance with a L0-
year schedule, consists of an annual payment commencing at age 65 equal 10 25% of a covered employee’s last
full year's salary. The benefit continues for the longer of L5 years or the joint lifetimes of the employee and his
or her spouse. If a covered employee dies while employed by the Company, a death benefit of 36% of the
employee's annual income at the date of death is payable for a term of 15 years to the employee’s beneficiary.
Employees who participate in the Retirement Plan are not entitled to have employer contributions made to
their accounts, if any, under GAFCAP. '

No new participants are being admitted to the plan as of January 1989. The amount of annual vested
benefits to which each executive officer was entitled at the end of 1991 was as follows: Mr, Heyman—3$58,200;
Mr. Eckardt—$28,200; Mr. Block—$18,419; and all execunive officers as a group (5 individnais)—$181,820,

Severance Policy

The Company's basic severance policy for salaried employees provides for payments to employees based
upon the age and length of service of the employee at the time of termination. This policy does not apply to
employees who are dismissed for cause. The Company provides executive officers with the greater of a
severance payment under the basic policy or six moaths’ salary. Pursuant to the terms of the basic policy, the
only executive officers who would be currently entitled to severance payments in excess of $60,000 are Samuel
J. Heyman and Carl R. Eckardt. Mr. Heyman and Mr. Eckardt would be entitled to severance payments of
$161,667 and $107,708, respectively. Pursuant to the six months' salary practice the Cempany's executive
officers would be cntitled to receive the following severance payments: Mr. Heyman—$242,50¢; Mr.
Sergey—3$113,750; Mr. Eckardt—$117,500; Mr. Block—$1035,000; and all executive officers as a group (5
individuals)—$551,375.

Life Insurance

Salaried employees of the Company are eligible to enroll on a contributory basis in a benefits package
providiag generally for term life insurance equal to up to two times current annual base salary, an accidental
death and dismemberment payment up to two times current annual base salary and monthly loag-term
disability benefits of up to 60% of current salary. In addition, salaried employees received life insurance
coverage equal to their current annual base salary, All elected officers receive the aforementioned accidental
death and dismemberment and long-term disability coverages on a non-contributory basis; they aiso receive
group term life insurance coverage cqual to four times current annual base salary. The cost to the Company of
such insurance coverage for all executive officers is included in the Executive Compensation Table.

Personal Benefits
The Company also provides certain personal benefits (principally leased automobiles) to its executive
officers which are difficult to quantify in terms of business or personal use. The Company has concluded,
however, after reasonable inquiry, that the aggregate amounts attributabie to such personal benefits do not
exceed the lesser of $25,000 or 10% of total cash compensation for each person named in the Cash

Cempensation Table above, or, as 1o all executive officers of the Company as a group, the lesser of $25,000
times the number of persons in the group or 10% of the total cash compensation for the group.

Director Compensation
No directors of the registrant receive compensation for their services as directors.
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PART IV

Item 14. Exhibits, Financial Statement Schedules and Reports on Form 8-K
The following documents are filed as part of this report:
(a) (1) Financial Statements:
See index on page F-1
(a)(2) Financial Statement Schedules:
See Index on page F-1
{a) (3) Exhibits:

3.1 — Centificate of Incorporaton of the Registrant {incorporated by reference to Exhibit 3.1 to
the Registrant’s Form 10-K for the year ended December 31, 1989).

3.2 — By-laws of the Registrant (incorporated by reference to Exhibit 3.2 to the Registrant’s
Form 10-K for the Year ended December 3, 1989).

4.1 — Indenture regarding G-I Holdings Inc. Subordinated Merger Debeantures due 2005, dated
March 29, 1989 (incorperated by reference to Exhibit {a) (4)(i} to the Registrant’s Form
10-Q for the Quarter ended April 2, 1989).

10.1 — Non-Qualified Retirement Plan Letter Agreement (incorperated by reference to Exhibit
10.1 10 the Registrant’s Formm 10-K for the Year ended December 31, 1989).

16.2 — Amendment and Restatement, dated as of February 28, 1992, among ISP Chemicals Inc.,
ISP Technologies 1ac., ISP, G Industries Corp., the financial institutions party thereto, The
Bank of New York, The Bank of Nova Scotia, Banque Paribas, and The Chase Manhattan
Bank (National Association}, as Co-Agents and Co-Arrangers, and The Chase Manhattan
Bank {Natonal Association}, as Administrative Agent, to the Credit Agreement dated as
af September 17, 1990 (without exhibits) (incorporated by reference to Exhibit 10.2 1o the
Senior Note Registration Statement of ISP (Registration No. 33-44862) (the “Senior
Note Registration Statcment™) ).

10.3 — Trust I Agreement (incorporated by reference 1o Exhibit (c)(2) to the Registrant’s Form
8-K reporting an event oa February 12, 1990),

10.4 — Trust II Agreement {incorporated by reference to Exhibit (¢} (3) 1w the Registrant’s Form
8-K reporting an event on February 12, 1990).

10.5 — Trust Agreement dated February 12, 1990 among Wilmington Trust Company, as trustee
{the “Chemicals 1Tl Trustee™}, the Chemicals I Trusice, the Chemicals 11 Trustee and
ESSL-RP, Inc. (“ESSL") (incorporated by reference to Exhibit (c)(4) to the Regis-
trant’s Form 8-K reporting an event ca February 12, 1990).

1.6 — Assignment of Parinership Interests and Amendment te the Amended and Restated
Agreement of Limited Partnership of Rhone-Poulenc Specialty Chemicals, L.P. dated
February 12, 1990 by and among the Chemicals I Trustee, the Chemicals II Trustee,
ESSL, the Chemicals III Trustee, RPI and Holdings (incorporated by reference to Exhibit
(c}(9} 1o the Registrant’s Form 8-K reporting an event on February 12, 1990).

10.7 — Form of Affiliate Borrowing Agreement berween the Company and G Industries (incorpo-
rated by reference to Exhibit 10.7 to the Common Stock Registration Statement of ISP
{Registration No. 33-40337) (the *Common Stock Registration Statement™).

i0.8 — Management Agreement among the Company, GAF, G-I Holdings, G Industnes, Building
Materials and Broadcasting (incorporated by reference to Exhibit 10.9 1o the Common
Stock Registration Statement}.

109 — Formm of Tax Sharing Agreement among the Company, the Issuers, the Subsidiary
Guarantors, GAF and G Industries (incorporated by reference to Exhibit 10.10 to the
Common Stock Registration Staternent).

10.10 — Non-Qualified Retircment Plan Letter Agreement (incoporated by reference to Ex-
hibat 10.11 to the Common Stock Registration Statement).
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10.11 — Equity Appreciation Plan of GAF (incorporated by reference 10 Exhibit 10.12 to the
Common Stock Registration Statcment).

10.12 — Agreement dated January 1, 1991, between the Company and GAF Building Materials
(incorporated by reference to Exhibit 10.15 10 the Common Stock Registration State-
meat}).

10.13 — Form of 1991 Incentive Plan for Key Employees (incorporated by reference to Ex-
bibit [0.15 to the Common Stock Registration Statement).

10.14 — Form of 1991 Employee Stock Purchase Plan (incorporated by reference to Exhibit 10.16
10 the Common Stock Registration Statement).
22  — Subsidiaries of the Company.

(B) Reports on Form 8-K
No reports on Form 8-K were filed by the Registrant in 1991.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned. thereunte duly authorized.

G-1 Holdings Inc.
{ Registrant)
4
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/
I T -
By: v ‘r/ |
(Samuel J. Heyman)
Chief Executive Officer

Date: March 27, 1992
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v Chairman of the Board
(Samdel J. Heyman) and Chief Executive
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o, ’ Director. Senior Vice

President, General
Counsel and Secretary
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"(Stephen A. Block)
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{Jonathan H. Stern)
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Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below

by the following persons on behalf of the registrant and in the capacities and on the dates indicated.
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Date

March 27, 1992
March 27, 1992
March 27, 1992

March 27, 1992
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SIGNATURES
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

G-I Holdings Inc.
( Registrant)

Date: March 27, 1992
By:

(Samuel J. Heyman)
Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below
by the following persons on behalf of the registrant and in the capacities and on the dates indicated.

Signature Title Date
Chairman of the Board March 27, 1992
{Samuel J. Heyman) and Chief Executive
Officer
Director, Senior Vice March 27, 1992
{Stephen A. Block) President. General

Counsel and Secretary

Vice President and March 27, 1992
{James P. Rogers) Treasurer (Principal
Financial Officer)

- L~ Vice President and March 27, 1992
(Joythaﬁ H. Stern) Controller {Principal
Accounting Officer)
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To G-| Holdings Inc.:

We have audited the accompanying consolidated balance sheets of G-1 Holdings Inc. (a Delaware
corporation and a wholly-owned subsidiary of GAF Corporation) and subsidiaries as of December 31, 1991
and 1990, and the related consolidated statements of operations and retained eamings (deficit) and cash flows
for the years ended December 31, 1991 and {990 and the nine-month period ended December 31, 1989, These
financial statements and the schedules referred o below are the responsibility of the Company's management.
Our responsibility is to express an opinion on these financial statements and schedules based on our audits.

We conducted our audits in accordance with generally acceptsd auditing standards, Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overatl
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above, appearing on pages F-8 to F-27 of this
Form 10-K, present fairly, in all materijal respects, the financial positien of G-I Holdings Inc, and subsidiaries
as of December 31, 1991 and 1990, and the resulis of their operations and their cash flows for the years ended
December 31, 1991 and 1990 and the nine-month period ended December 31, 1989, in conformity with
generally accepted accounting principles.

Our audits were made for the purpose of forming an opinion on the basic financial statements taken as a
whole. The schedules appearing on pages S-1 to S-3 of this Form 10-K are presented for purposes of
complying with the Securitics and Exchange Commission’s rules and are not part of the basic financial
statements. These schedules have been subjected to the auditing procedures applied in the audit of the basic
financial statemeats ard, in our opinion, fairly state in all marerial respects the financiat data required to be set
forth therein in relaticn to the basic financial statements taken as a whole.

St e 2

ARTHUR ANDERSEN & CO.

Roscland, New Jersey
March 3, 1992

F-2
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G-1 HOLDINGS INC.

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

Liquidity and Financial Conditioa

GAF Carporaticn (the “Predecessor Company™) was acquired on March 29, 1989 in a management-led
buyout (the *“Acquisition™) for a total price of $1.423 billion. Newco Holdings, Inc. {which subsequently
changed its name to GAF Corporation) (the “Company™}, together with its wholly owned subsidiary, G-I
Holdings Inc. (the “"Registrant™}, and its wholly owned subsidiary, G Industnes Corp. (“G Industnes™), were
established to effect the Acquisition. As used under this heading, the term “Company” refers to the Company
and its subsidiaries including the Registrant (but not the Predecessor Company and its subsidiaries) unless the
context otherwise requires.

In July 1991, International Specialty Products Inc. (“ISP™), a newly formed indirect subsidiary of the
Company, completed an initial public offering of 19,388,646 shares, or 19.4%, of its common stock, at an
imtial public offering price of $15.50. ISP, through its subsidiaries, operates the businesses and owns
substantially all of the operating assets formerly operated and owned by GAF Chemicals Corporation
(“GCC™), its direct parent,

ISP was farmed in 1991 to acquire, through a stock acquisition, substantially all of the operating
businesses then coaducted by GCC. GCC transferred (i) to newly formed subsidiaries, its assets and liabilities
{other than those relating to certain investrnents and the capital stock of its existing subsidiaries}, and (ii) to
ISP, the capital stock of such newly formed subsidiaries, together with the capital stock of its existing
operating subsidiaries.

The net proceeds of $281.3 million from the initial public offering were used by the Company 1o reduce
its $600 million bank term loan. The remaining term loan amortization payments were reduced on a pro rata
basis.

In March 1992, two domestic subsidiaries of ISP (the “Issuers™) issued $200 million principal amount of
9% Senior Notes (the “Notes™} due 1999. The net proceeds from the issuance of the Notes were used by the
Company to repay a pertion of its bank term loan. As a result, the Company's scheduled repayments of long-
term debt for the year 1992 have been reduced to $27.3 million.

The Notes are general unsecured obligations of the Issuers. Upon issuance of the Notes, the Company's
bank credit agreement (“Credit Agreement”) was amended, with the Issuers assuming G Industries’
obligations under the Credit Agreemen: (see Note 10 of Notes 10 Consolidated Financial Stalements),
including the term loan and the combined revolving credit/letter of credit facility (except for obligations
related 1o letters of credit issued on behalf of subsidiaries of the Registrant other than ISP and its subsidiaries
{the “Non-ISP Subsidiaries™ ], which are hmited to $40 million). In addition, all liens on asscts of ISP
securing the bank indebtedness were released, with the result that the remaining bank indebtedness and the
Notes rank pari passu.

The separate $40 million letter of credit facility for the benefit of the Non-1SP Subsidiaries expires on
July 1, 1992, after which time any remaining open letiers of credit must be cash coliateraiized by G Industries.
The Non-ISP Subsidiaries expect to reduce their letter of credit requirements and/or establish a new letter of
credit facility. To the extent they are unable 10 do so, G Iodustnies expects to have sufficient cash available to
collateralize the Non-ISP Subsidiaries’ letters of credit.

In September 1991, the interest rate on the Registrant’s Subordinated Merger Debentures Due 2005 was
reset from a floating rate {16.25% as of December 31, 1990 and 15.4% prior to the date of reset) 1o a fixed rate
of 12.875%.

As a result of the above transactions and also the transactions described in Notes 4 and 10 of Notes to
Consolidated Financial Statements, the Company has significantly lowered its interest expense and reduced its
principal payment obligations.

F-3
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During the year 1991, the Company generated cash flow from operations of $78.2 million compared with
$44.8 million for the year 1990. Noa-cash charges to income for the year totaled $85.5 million, consisting of
depreciation, goodwill amortization and non-cash interest charges. Working capital usage primarty reflected a
$17.1 million decrease in accrued liabilities resulting mainly from lower accrued interest, product warranty
claim payments and expenditures against plant shutdown accruals, and also reflected an $8.6 million increase
in inventories and a $15 million decrease in accounts receivable, the latter mainly reflecting the receipt of an
accrued dividend from GAF-Hiils Chemie GmbH (“GAF-Hiils™), the joint venture between ISP and Hiils
AG. Other assets increased, reflecting undistributed equity in income from GAF-Hiils. Other liabilities
decreased resulting primanty from expenditures against plant shutdown reserves.

In 1991, the Company invested $45.7 million in plant and equipment and approximately $19.9 million in
rescarch and development, compared with $55.8 million and $18.4 million, respectively, in 1990. Such
investments were funded principally by intemnally generated cash flow. Net cash used for financing activities in
1991 was $24.9 million, including repayment of long-term and short-term debt totaling $303.6 million, largely
offset by proceeds of $281.3 million from the initial public offenng.

Fluctuations in the value of foreign currencics cause U.S. dollar translated amouants to change in
comparison with previous periods and, accordingly, the Company cannot quantify in any meaningful way the
effect of such Auctuations upon future income. This is due to the large number of currencies involved, the
constantly changing exposure in these currencies, the fact that all foreign currencies do not react in the same
manner against the S, dollar, and the complexity of intercompany relationships {including 1SP’s practice of
purchasing Deutsche mark denominated butanediol from G AF-Hiils, which serves to offset in part the adverse
effect on net sales and income of a stronger U.S. dollar). The Company has a policy to manage these
exposures to minimize the effects of fluctuations in foreign currencies. Part of that management includes
entering into forcign exchange coatracts from tirne to time in order to hedge a portion of both borrowings
denominated in foreign currency and purchase commitments related to the operations of foreign affiliates.
Gauwns and losses on contracts which meet the ¢riteria for hedge accounting are deferred, and amortization is
included in the measurement of the foreign currency transactions hedged. Open contracts which do not meet
the criteria for hedge accounting are “marked-1o-market™ at the end of each accounting period, and gains or
losses are recognized and included in other income. As of December 31, 1991, there were no open foreign
exchange contracts. Forward contract agreements require the Company and the counterparty to exchange
fixed amounts of U.S. dollars for fixed amounts of foreign currency on specified dates. The value of such
contracts will vary with changes in the market exchange rates. Dunng periods in which the dollar has been
strong, the Company has sought 1o maintain its foreign operating income in dollar eerms by offsetting changes
in exchange rates with price increases. There can be no assurance that if undertaken in the future, any such
efforts will be successful.

The Company, the Registrant, G Industnes and GCC are essentially holding companies without
independent businesses or operations and, as such, are dependent upon the cash flow of their subsidiaries in
order to satisfy their obligations. See Note 17 of Notes to Consclidated Financial Statements for a description
of such obligations,

Sales, operating income and identifiable assets by geographic area are set forth in Note 15 of Notes to
Consolidated Financial Statements, For information with respect to historical income taxes, see Note 6 of
Notes to Consolidated Financial Statements.

In December 1990, the Financial Accounting Standards Board (the “FASB™} issued Statcment of
Financial Accounting Standards No. 106, “Employers’ Accounting for Postretirement Benefits Other Than
Pensions.” See Note 12 of Notes to Consolidated Financial Statements for a discussion of the potential impact
of this new accounting standard on the Company's financial statements. In February 1992, the FASB issued
Statement No. 109, “Accounting for Income Taxes”, which established financial accounting and reporting
standards for the effects of income taxes. The new standard is effective ne later than for the year 1993, The
Company does not anticipate that the impiementation of these pronouncements will have a material adverse
cffect on its financial position or net income.

The Company does not believe that inflation has had a matenal effect on its results of operations during
the past three years. However, there can be no assurance that the Company's business will not be affected by
inflation in the future.
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G-1 HOLDINGS INC.

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

Liquidity and Financial Condition

GAF Corporation (the “Predecessor Company™) was acquired on March 29, 1989 in 2 management-led
buyout (the “Acquisition”} for a total price of $1.423 billion. Newco Holdings, Enc. (which subsequendy
changed its name to GAF Corporation) (the “Company™), together with its wholly owned subsidiary, G-1
Hoidings Inc. (the “Registrant™), and its wholly owned subsidiary, G Industnes Corp. (*G Industries™), were
established 10 effect the Acquisition. As used under this heading, the term “Company™ refers to the Company
and its subsidiaries including the Registrant (but not the Predecessor Company and its subsidiaries) unless the
coniext otherwise requires.

In July 1991, International Specialty Products Inc, (“ISP™), a newly formed indirect subsidiary of the
Company, compicted an initial public offering of 19,388,646 shares, or 19.4%, of its common stock, at an
initial public offering price of $15.50. ISP, through its subsidianies, operates the businesses and owns
substantially all of the operating assets formerly operated and owned by GAF Chemicals Corporation
(*GCC™), its direct parent.

ISP was formed in 1991 to acquire, through a stock acquisition, substantially all of the operating
businesses then conducted by GCC. GCC wransferred (i) to newly formed subsidiaries, its assets and liabilitics
(other than those relating to certain investments and the capital stock of its existing subsidiaries), and (ii) to
ISP, the capital stock of such newly formed subsidiaries, together with the capital stock of its existing
operating subsidiartes,

The net proceeds of $281.3 million from the initial public offering were used by the Company to reduce
its $600 million bank term loan, The remaining term loan amortization payments were reduced on a pro raia
basis.

In March 1992, two domestic subsidiaries of 1SP (the “Issuers™) issued $200 million principal amount of
9% Senior Notes (the *Notes™) due 1999. The net proceeds from the issuance of the Notes were used by the
Company to repay a portion of its bank term loan. As a result, the Company's scheduled repayments of long-
term debt for the year 1992 have been reduced to $27.3 million.

The Notes are general unsecured obiigations of the Issuers. Upon issuance of the Notes, the Company’s
bank credit agreement (“Credit Agreement™) was amended, with the Issuers assuming G Industries’
cbligations under the Credit Agreement (see Note 10 of Notes to Consolidated Financial Statemenis),
including the term loan and the combined revolving credit/letter of credit facility (except for obligations
related to letters of credit issued on behalf of subsidianies of the Registrant other than ISP and its subsidianes
[the *Non-ISP Subsidianes™], which are limited to $40 million}. In addition, ail liens on assets of ISP
securing the bank indebtedness were released, with the result that the remaining bank indebtedness and the
Notes rank pan passu.

The separate $40 million letter of credit facility for the benefit of the Non-ISP Subsidiaries expires on
July 1, 1992, after which time any remaining open letters of credit must be cash collateralized by G Industries,
The Noa-1SP Subsidiaries expect to reduce their letter of credit requirements and/or establish a new letter of
credit facility. Te the extent they are unabie to do so, G Industries expects to have sufficient cash available to
collateralize the Nor-1SP Subsidiaries® letters of credit.

In Scptember 1991, the interest rate on the Registrant’s Subordinated Merger Debentures Due 2005 was
reset from a floating rate (16.25% as of December 31, 1990 and 15.4% prior to the date of reset) to a fixed rate
of 12.875%.

As a result of the abave transactions and also the transactions described in Notes 4 and 10 of Notes to
Consolidated Financial Statements, the Company has significantly lowered its interest expense and reduced its
principal payment obligations.
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Pro Forma Results of Operations

The pro forma results as set forth in Note 5 of Notes to Consolidated Financial Statements reflect the
Acquisition and the transfer of the Company's surfactants business (the “GAF Surfactants Business™) as if
such events had occurred as of January 1, 1989. The pro forma resulis have been adjusted: (i) 10 eliminate
sales and expenses of the GAF Surfactants Business; (ii) to reflect appropriate reductions in goodwill
amortization and interest expense related to the transfer of the GAF Surfactants Business; (iii) to reflect
Partnership income arising from the transfer of the GAF Surfactants Business; and (iv} to reflect certain other
costs and expenses related to the Acquisition as if the Acquisition had occurred on January 1, 1989. See Notes
1, 4 and 5 of Notes to Consolidated Financial Statements for further information.

1991 Compared With Pro Forma 1990

For the year 1991, the Company recorded net income of $210.4 million compared with a pro forma 1990
net loss of $3.1 million, The increase in net income includes a pretax gain of $156.7 million, afier applicabie
expenses, resulting from the initial public offering in July 1991 of 19,388,646 shares, or 19.4%, of the common
stock of ISP. The balance of the increase in nct income for the year was attributable to a $10.6 million (6.5%)
increase in operating income, a $41.7 million reduction in interest expense, and a $3.1 million increase in other
income. Net sales in 1991 were $925.6 million compared with $921.6 million in 1990

ISP recorded its ninth consecutive year of increased sales and operating income, ISP’s net sales for the
year were $495.1 million (excluding sales to GAF Building Materials Corporation) (“GAF Building
Materials™), an increase of $13.7 million (3%) over 1990 sales of $481.4 million. Operating income of ISP
was $140.5 million in 1991, an increase of $7.4 million (6%) over 1990.

Specialty derivative chemicals and mineral producis contributed to the increase in ISP’s sales. Net sales
of specialty derivative chemicals increased by $14.6 million (4%) as a result of higher volumes, an improved
product mix, and higher pricing, partially offset by the unfaverable impact of foreign exchange rates. Net sales
of mineral products increased by $2.8 million (3%), due to higher sclling prices.

The growth in ISP’s operating income resulted primarily from a $7.4 million (7%) increase in operating
income of specialty denvative chemicals, due to the improvement in product mix and higher pricing described
above. These gains were partially offset by additional selling, general and adminmistrative expenses and
increased new product costs and an unfavorable foreign exchange impact. The operating income of mineral
products increased by $2.2 million (11%).

GAF Building Materials’ operating income for 1991, which was the highest achicved in the past decade,
was $32.3 million, a2 13% increase over 1990°s $28.5 million. Sales for the year were $424.8 million compared
with $434.4 million in 1990. The higher operating income reflected improved margins offset in part by lower
sales volumes.

Interest expease was $138.5 million, a decrease of $41.7 million (23%) from 1990, The decrease was
attributable to the repayment of $299 million of bank debt in 1991, mainly from the proceeds of the ISP initial
public offering, and also to a general decline in prevailing interest rates and a reduction in the interest rate
pricing provisions applicable to the Company’s bank borrowings.

Other income includes Partnership income (see Note 4 of Notes to Consolidated Financial Statements)
of $43.8 million for the year 1991 and pro forma 1990. Other income aiso includes net investment income and
other nonoperating and nonrecurring items of income and expense, which towaled $11 million of expense in
1991 compared with $14.1 million of expense in 1990. This reflects lower net investment income in 1991 and
an 38 million provision in 1991 for environmental remediation, which were more than offset by foreign
exchange gains of $.6 million in 1991 compared with losses of $16.1 million in 1990,

Pro Forma 1990 Compared With Pro Forma 1989

For the year 1990, the Company recorded operating income of $162 million, a $24.2 million (17.6%)
increase over pro forma 1989 operating income of $137.8 million. ISP recorded its eighth consecutive year of
increased operating income. GAF Building Materials posted a 14% increase in operating income and recorded
its highest sales and income in the last decade.
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On a pro forma basis, consolidated net sales grew by $70.2 million (8%) in 1990 over 1989. The higher
sales were primarily attributable 1o increased unit volumes in bath ISP and GAF Building Materials.

ISP's operating income was $133.1 million, an increase of $17.2 million (15%) over 1989. Net sales
increased to a record $481.4 million, or 9% higher than 1989 pro forma net sales of $440.6 million<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>